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DISCLOSURE SUPPLEMENT AND ILLUSTRATIVE FINANCIAL STATEMENTS FOR
OIL AND GAS PRODUCING COMPANIES

The checklists and illustrative financial statements included in
this booklet have been developed by the staff of the technical
information Division of the AICPA as nonauthoritative technical
practice aids. Readers should be aware of the following:

o

The checklists and illustrative financial statements are
to be used in conjunction with the "Disclosure Checklists
and Illustrative Financial Statements for Corporations,"
and have been updated to include relevant SEC Regula
tions, FASB Statements, Statements on Auditing Standards,
the Audit and Accounting Guide entitled Audits of
Entities with Oil and Gas Producing Activities, and nonfinancial disclosures for SEC registrants that are
prescribed by "SEC Guide 2." The checklists and
illustrative financial statements should be modified, as
appropriate, for subsequent pronouncements. In determin
ing the applicability of a pronouncement, its effective
date should also be considered.

o

The checklists and illustrative financial statements are
"tools" and in no way represent official positions or
pronouncements of the AICPA.

o

The checklists and illustrative financial statements
should be used by or under the supervision of persons
having adequate technical training and proficiency in the
application of generally accepted accounting principles
and generally accepted auditing standards.

o

The checklists and illustrative financial statements do
not represent minimum requirements and do not purport to
be all-inclusive. The referenced standards should be
reviewed if clarification is desired as to whether the
disclosures indicated are required or suggested and to
what extent each disclosure is relevant to the state
ments.

Users of these checklists and illustrative financial statements
are urged to refer directly to applicable authoritative pronounce
ments when appropriate. If you have further questions, call the
AICPA Technical Hotline (see back cover).

John Graves
Director
Technical Information Division
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Introduction
This checklist applies only to entities with oil and gas producing
activities. These activities generally encompass the search for and
acquisition of mineral interests in properties for the purpose of the
exploration, development and production of crude oil including
natural gas and natural gas liquids.
All oil and gas companies, both public and non-public, are required
pursuant to Financial Accounting Standards Board Statement No. 69,
"Disclosures About Oil and Gas Producing Activities" to disclose in
their financial statements the method of accounting for costs incurred
in oil and gas producing activities and the manner of amortizing those
costs that are capitalized.

The two primary accounting methods recognized by the Securities and
Exchange Commission (Refer to SX Reg. §210.4-10) are (1) the success
ful efforts method and (2) the full cost method of accounting. The
principal difference between full cost accounting and successful
efforts accounting concerns the accounting treatment of those costs
that cannot be directly related to the discovery of specific oil and
gas reserves. Under full cost accounting, those costs are generally
carried forward to future periods as costs of oil and gas reserves.
Under successful efforts accounting those costs that cannot be
directly related to the discovery of oil and gas reserves are charged
to expense.
Primary Accounting Methods

1.

Successful Efforts Method

"Successful efforts" accounting essentially provides for
capitalizing only those costs directly related to proved
properties and subsequently amortizing those costs over the
life of the properties.

2.

Full Cost Method

"Full cost accounting" generally provides for capitalizing all
costs incurred in exploring for, acquiring and developing oil
and gas reserves, regardless of whether or not the specific
properties are successful.
In addition, oil and gas companies that are publicly traded and have
significant oil and gas producing activities pursuant to Financial
Accounting Standards Board Statement No. 69 are required to present
certain disclosures as supplementary information when presenting a
complete set of annual financial statements.
(Refer to the section
in the checklist entitled, "Supplemental Disclosures for Oil and Gas
Producing Companies" for a list of these disclosures.) Supplemental
disclosures are not required for interim periods.

1

Accounting References

SFAS No. 19, Financial Accounting and Reporting by Oil and Gas
Producing Companies.

SFAS No. 69, Disclosures about Oil and Gas Producing Activities.

Securities and Exchange Commission
Financial Accounting and Reporting for Oil and Gas Producing
Activities Pursuant to the Federal Securities Laws and the Energy
Policy,and Conservation Act of 1975
(S-X Regulation §210.4-10)
Financial Reporting Release No. 9 (adoption of SFAS No. 69)

Securities Act and Exchange Act Industry Guide No. 2
AICPA

Audit and Accounting Guide - Audits of Entities with Oil and Gas
Producing Activities (1986)

2

This checklist has been developed by the staff of the Technical
Information Division of the AICPA as a nonauthoritative practice aid,
and is to be used in conjunction with the "Disclosure Checklists for
Corporations."
Explanation of technical reference abbreviations:

SAS =
(AU) =

Reference to section number in volume 1 of
AICPA Professional Standards

SPAS =

Statement of Financial Accounting Standards

(AC) =

Reference to section number in
FASB Accounting Standards Current Text

SEC SK =

Securities and Exchange Commission Regulation S-K

SEC SX =

Securities and Exchange Commission Regulation S-X

SEC SAB =

AAG =

I.

Statement on Auditing Standards

Securities and Exchange Commission Staff Accounting
Bulletin
AICPA Audit and Accounting Guide, Audits of
Entities With Oil and Gas Producing Activities

Auditors' Reports Checklist for Oil and Gas Producing Companies
Note: This checklist is to be used in conjunction with Section
2300 of the "Disclosure Checklists for Corporations".

Yes
A.

No

N/A

Auditors' Reports Checklist for Oil and Gas
Producing Companies

1.

If an entity includes with the supplementary
information an indication that the auditor
performed any procedures regarding the infor
mation, without also indicating that the audi
tor does not express an opinion on the
information presented, has the auditor's
report been expanded to include a disclaimer
of opinion on the supplementary information?
[SAS 52, (AU 558.09)]

3

Yes

4

2.

If the auditor is unable to make additional
inquiries because of the nature of the esti
mates of oil and gas reserve information,
have these limitations been included in the
auditor's report?
[SAS 52, (AU 558.08)]

3.

Has the auditor's report on a publicly
traded enterprise been expanded to include
the following deficiencies:

a)

Omission of supplementary information?
[SAS 52, (AU 558.08)]

b)

Supplementary information departs mate
rially from guidelines established by
the Financial Accounting Standards
Boards?
[SAS 52, (AU 558.08)]

c)

The auditor is unable to complete the
prescribed procedures because of the
unavailability of the necessary infor
mation?
[SAS 52, (AU 557.03)]

d)

The auditor has unresolved doubts re
garding whether material modifications
should be made to the information for
it to conform with guidelines estab
lished by FASB No. 69, "Disclosure
About Oil and Gas Producing Activities"?
[SAS 52, (AU 558.08)]

No

N/A

II. Financial Statements and Notes Checklist for Oil and Gas Producing
Companies
Note: This checklist is to be used in conjunction with Section
2500 of the "Disclosure Checklists for Corporations".

Yes

A.

NO

N/A

Disclosure of Accounting Policies and Accounting
Changes

1.

For all oil and gas producing companies has
the method of accounting ("Successful Efforts,"
Refer to Section (B) or "Full Cost," Refer to
Section (C)) for the following items been
disclosed:

a)

Costs incurred in oil and gas producing
activities?

The manner of disposing of capitalized
costs from oil and gas producing
activities?
[SFAS 69, pars. 1-2; Sec. SX210.4-10]

b)

2.

Is the change in accounting for income taxes
to the "liability method," as prescribed by
Statement of Financial Accounting Standards
No. 96, "Accounting for Income Taxes"
(effective for fiscal years beginning after
December 15, 1989) adequately disclosed and/or
reference made to the appropriate footnote in
the financial statements for oil and gas pro
ducing activities which enter into the deter
mination of taxable income and pretax account
ing income in different periods, ie;
a)

For intangible drilling and development
costs, which have been deducted for tax
purposes and capitalized for financial
accounting purposes?
(SFAS No. 19, par. 60)

b)

For geological and geophysical costs,
which are charged to expense when incurred
under the "successful efforts" method of
accounting for financial statements, and
are deferred and deducted in subsequent
periods for income tax purposes?
(SFAS No. 19, par. 60)
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Yes

3.

For royalty trusts and master limited
partnerships, have the following been dis
closed in the notes to financial statements
being filed with the SEC:

a)

The method used in determining distrib
utable income?

A description of how distributable in
come as reported differs from income
determined on the basis of generally
accepted accounting principles?
[SEC SAB 47-12E]

b)

B.

Successful Efforts Method of Accounting (Publicly
Traded Entities)

1.

2.

3.

4.

C.

If the "successful efforts method" of account
ing for oil and gas producing activities is
employed, are the appropriate costs
capitalized in accordance with SX210.4-10?

___

Is the method of amortization, depreciation
and depletion which is to be applied to those
costs which are capitalized disclosed in the
financial statements? (i.e., unit of produc
tion method)

___

Is the accounting treatment for oil and gas
leases held for resale and the accounting
treatment of leases transferred to affiliated
oil and gas partnerships adequately disclosed?

___

Is the amount of interest capitalized on
expenditures of significant exploration and
development projects while activities are in
progress to bring the assets to their intended
use disclosed?
[SX210.4-10]

Full Cost Method of Accounting

1.

6

___

If the "full cost method" of accounting for
oil and gas producing activities is employed
for a publicly traded entity, have cost cen
ters been established and are the appropriate
costs being capitalized in accordance with
SX210.4-10?

___

No

N/A

Yes

No

N/A

For each annual income statement, has the
total amount of amortization expense for
each cost center been disclosed?
[SX210.4-10]

a)

2.

For a publicly traded oil and gas producing
company using the "full cost" method of
accounting are the following disclosures
being made of those costs excluded from the
amortization computation:
a)

Are capitalized costs of unproved prop
erties and major development projects,
(that are excluded from capitalized costs
being amortized) disclosed separately
on the face of the balance sheet?

b)

Is a description of the current status
of the properties or projects involved,
including the anticipated timing of the
inclusion of the costs in the amortiza
tion computation, disclosed?

c)

Is a table presented in the notes to
the financial statements that shows,
by category of cost:

(1)

The total costs excluded from
amortization as of the end of the
most recent fiscal year?

and

(2)

The amounts of such excluded costs
incurred in each of the three most
recent fiscal years and in the aggre
gate for any earlier fiscal years
in which the costs were incurred?
[SX210.4-10]

3.

For publicly traded oil and gas producing
operations accounted for by the "full cost"
method, are the following interest costs
being capitalized and separately disclosed:

a)

For investments in unproved properties and
major development projects that are not
being currently depreciated, depleted, or

7

Yes
amortized and on which exploration or
development activities are in progress?
For a cost center with no production and
with significant properties and projects
on which exploration or development
activities are in progress?
[(AC)I67.108]

b)

4.

D.

If unamortized costs capitalized within a cost
center, less related deferred income taxes,
exceed the cost center "ceiling" at year end,
has the excess been charged to expense and
separately disclosed during the period in
which the excess occurs for publicly traded
entities?
[SX210.4-10]

Balance Sheet

1.

Disclosure of Method of Accounting
Is the method of accounting for oil and
gas properties held (successful efforts
method or full cost method) disclosed
on the face of the balance sheet?

2.

Disclosure of Capitalized Costs

Proved Properties
(a) Are the aggregate amount of capitalized
costs relating to oil and gas producing
activities and the aggregate amount of
the related accumulated depreciation,
depletion, amortization and valuation
allowances reported for each complete
set of financial statements (annual or
interim) with separate presentation
for each geographic area?
Unproved Properties

(b) If the capitalized costs of unproved
properties are significant, are the
aggregate amounts reported separately
from capitalized costs related to
proved properties?

8

No

N/A

Yes

No

N/A

Support Equipment

(c) The capitalized costs of support equip
ment and facilities may be disclosed
separately or included, as appropriate,
with capitalized costs of proved and
unproved properties.
[SX210.4-10]

E.

Income Statement

1.

Disclosure of Costs Incurred in Oil and Gas
Producing Activities

(a) For each annual income statement are the
amounts of each of the following types
of costs (and whether those costs are
capitalized or charged to expense as in
curred) separately disclosed for publicly
traded entities:

(i)

Property acquisition costs

(ii)

Exploration costs

(iii) Development costs

(iv)

Production costs

(b) If some or all of the above costs are
incurred in foreign countries, are the
amounts disclosed separately for each of
the geographic areas for which reserve
quantities are disclosed for publicly
traded entities?

2.

Disclosure of Revenues from Producing Oil and
Gas
(a) For each annual income statement and for
each geographic area for which reserve
quantities are disclosed in accordance
with SX210.4-10, are the future net
revenues from oil and gas production
related to each of the following, if
significant, separately disclosed for
publicly traded entities?

(i)

Proved developed oil and gas re
serves

9

Yes
(ii)

Reserves applicable to long-term
supply or similar agreements with
foreign governments in which the
entity acts as producer

(iii) The entity's proportional interest
in reserves of investors accounted
for by the equity method
[SX210.4-10]

F.

Interim Financial Statements of Publicly Traded
Entity

1.

G.

Annual Reports of Publicly Traded Entity
1.

10

Although the supplementary reporting require
ments (refer to III) included in this check
list are not required for interim financial
statements, do interim financial reports in
clude information about a major discovery or
other favorable or adverse events that cause
a significant change from the information
presented in the most recent annual financial
report concerning oil and gas reserve
quantities?
[SFAS 69, par. 9 (AC I73.149A)]

For registrants with significant oil and gas
operations, are the additional disclosures
required by SEC Industry Guide 2 presented
in the annual report on Form 10-K?
[SEC Industry Guide 2, par. 8302]

No

N/A

Supplemental Disclosures for Oil and Gas Producing Companies
(Publicly traded enterprises)

III.

Yes

A.

No

N/A

Reporting Requirements for Supplementary
Information - General

1.

2.

Has the supplementary information required by
SFAS No. 69 been presented:
a)

Outside of the audited financial state
ments and is the information clearly
marked as unaudited if not subjected to
audit procedures?
[SFAS No. 69, par. 1]

b)

Is it separately identifiable from
other supplementary information outside
the financial statements that is not
required?
(AU 558.10)

Has supplementary information been presented
about oil and gas producing activities (as
defined by SEC Regulation SX 210.4-10(a)):

a)

For each annual period for which an
income statement is required?

As of the date of each balance sheet
required?
[SEC SK 229.302(b)]

b)

3.

Have the following supplementary schedules
been included with the complete set of annual
financial statements, of an entity, with
significant oil and gas producing activities:

a)

Disclosures of proved oil and gas reserve
quantities?
(Refer to sub-heading B.)

b)

Capitalized costs related to oil and gas
producing activities?
(Refer to sub-heading C.)

c)

Costs incurred for property acquisition,
exploration, and development activities?
(Refer to sub-heading D.)
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Yes
d)

Results of operations for oil and gas
producing activities?
(Refer to sub-heading E.)

The standardized measure of discounted
future net cash flows and the change
relating to the proved oil and gas
reserve quantities?
(Refer to sub-heading F.)
[SAS 45, par. 3 (AU 557.01); FAS 69. par. 7
(AC Oi5.157)]

e)

B.

Disclosure of Proved Oil and Gas Quantities

1.

For each year a complete set of financial
statements is presented:

a)

Have net quantities of proved reserves
and proved developed reserves of crude
oil (including condensate and natural
gas liquids) and natural gas been dis
closed as of the beginning and the end
of each fiscal year for which an income
statement is required?

b)

Has the reporting entity's related
share of oil and gas produced for
royalty interests been disclosed?

If the information relating to royalty
interests is unavailable, has that
fact and the enterprise's share of oil
and gas produced for those royalty
interests been disclosed for the year?
[FAS 69, par. 10 (AC Oi5.160)]

c)

2.

Have changes in the net quantity of proved
reserves been disclosed for each fiscal
year an income statement is presented?
[FAS 69. par. 11 (AC Oi5.161)]

3.

Have changes resulting from the following
been disclosed separately, with an
appropriate explanation of significant
changes:

a)
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Revisions of previous estimates?

No

N/A

Yes
b)

Improved recovery?

c)

Purchases of minerals-in-place?

d)

Extensions, discoveries, and other
additions?

e)

Production?

No

N/A

f) Sales of minerals-in-place?
[FAS 69, par. 11 (AC Oi5.161)]
4.

If all proved oil and gas reserves are
located entirely within the entity's home
country, has that fact been disclosed?
[FAS 69, par. 12 (AC Oi5.162)]

5.

If some or all of an entity's reserves are
located in foreign countries, have disclo
sures of net quantities of oil and gas
reserves and the related changes in them
been disclosed separately for:

a)

The entity's home country (if signifi
cant reserves are located there)?

Each foreign geographic area in which
reserves are located?
[FAS 69, par. 12 (AC Oi5.162)]

b)

6.

7.

If the entity participates in the opera
tion of properties or otherwise serves as
the "producer" of oil and gas reserves
subject to purchase under long-term
supply, purchase, or similar agreements
and contracts, have:

a)

Have such oil and gas reserves been
disclosed separately?

b)

Have the
received
the year
[FAS 69,

net quantities of oil or gas
under the agreements during
been disclosed?
par. 13 (AC Oi5.163)]

If applicable, have the following been in
cluded in the reserve quantities disclosed:

a)

For entities issuing consolidated
financial statements, have 100 percent

13

Yes

of the net reserve quantities attribu
table to the parent and 100 percent of
the net reserve quantities attribu
table to the consolidated subsidiaries
been included?
[FAS 69, par. 14(A) (AC Oi5.164(A))]
b)

If applicable, has the existence of
significant minority interests and the
approximate portion of reserve quanti
ties applicable to such minority
interests been disclosed?
[FAS 69, par. 14(A) (AC Oi5.164(A))]

c)

For entities with proportionately con
solidated investments, has a propor
tionate share of the investee's net
oil and gas reserves been included in
reserve quantities?
[FAS 69, par. 14 (B) (AC Oi5.164(B))]

d)

For entities with investments accounted
for by the equity method, has the re
porting entity's share of the investee's
net proved oil and gas reserves been
disclosed separately from the disclos
ures of the enterprise's reserve quanti
ties, and also in the aggregate and for
each geographic area as of the end of
each full fiscal year for which an in
come statement is required?
[FAS 69, par. 14(C) (AC Oi5.164(C))]

8.

Because oil and gas reserve estimates
change over time, has the imprecise nature
of the reserve estimates been explained?
[SAS 45, par. 3 (AU 557.02)]

9.

Have explanations of economic factors or
significant uncertainties affecting com
ponents of proved reserves been disclosed?
[FAS 69, par. 16 (AC Oi5.166)]

10.

Have oil reserve quantities (including
condensate and natural gas liquids) been
reported in barrels?

a)

If significant, have natural gas
liquids been disclosed separately?
[FAS 69, par. 15 (AC Oi5.165)]

14

No

N/A

Yes
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Have gas reserve quantities been reported
in cubic feet?
[FAS 69, par. 15 (AC Oi5.165)]

12.

If any government restricts the disclosure
of estimated reserves for properties under
its governmental authority, amounts under
long-term supply, purchase, or similar
agreements, or requires the disclosure of
reserves other than proved, have the
following disclosures been made:
a)

No

N/A

The applicable country?

An indication that the disclosed
reserve estimates or amounts do not
include figures for the named country
or that reserve estimates include
reserves other than proved?
[FAS 69, par. 17 (AC Oi5.167)]

b)

C.

Disclosure of Capitalized Costs

1.

Has the aggregate amount of capitalized
costs relating to oil and gas producing
activities and the aggregate amount of
the related accumulated depreciation,
depletion, amortization, and valuation
allowances been reported as of the end of
each period for which a complete set of
annual financial statements are presented?
[FAS 69, par. 18 (AC Oi5.168)]

2.

If appropriate, has separate disclosure of
capitalized costs been presented for the
following asset categories:
a)

Mineral interests in properties?

b)

Wells and related equipment and facil
ities?

c)

Support equipment and facilities?

d)

Uncompleted wells, equipment, and
facilities?
[FAS 69, par. 18 (AC Oi5.168)]

15

Yes

D.

3.

If significant, have capitalized costs of
unproved properties been separately
disclosed?
[FAS 69, pars. 18-19 (AC Oi5.168-.169)]

4.

Have capitalized costs of support equip
ment and facilities been disclosed either
separately, or included, as appropriate,
with capitalized costs of proved and
unproved properties?
[FAS 69, pars. 18-19 (AC Oi5.168-.169)]

5.

If the entity's financial statements
include investments that are accounted for
by the equity method, is the entity's
share of the investees' net capitalized
costs relating to oil and gas producing
activities disclosed separately?
[FAS 69, par. 20 (AC Oi5.170)]

6.

For clients that follow the full cost
method of accounting, has total amortiza
tion expense for each geographic area been
disclosed by the cost center for each year
an income statement is required?
[SECSX 210.4-10. (i) (7) (i)]

Disclosure of Costs Incurred in Acquisition,
Exploration, and Development Activities

1.

Have the amounts of each of the following
costs, whether capitalized or expensed,
been disclosed for each year an income
statement is required:

a)

Property acquisition costs?

b)

Exploration costs?

c) Development costs?
[FAS 69, par. 21 (AC Oi5.171)]

2.
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If significant, have costs incurred to
acquire mineral interests that have proved
reserves been disclosed separately from
the costs of acquiring unproved proper
ties?
[FAS 69, par. 22 (AC Oi5.172)]

No

N/A

Yes

3

Have the amounts been disclosed separately
for each geographic area for which reserve
quantities are shown?
[FAS 69, par. 22 (AC Oi5.172)]

4.

If an enterprise’s financial statements
are accounted for by the equity method,
has the enterprise’s share of the
investees' property acquisition, explora
tion, and development costs in oil and gas
producing activities:

a)

NO

N/A

Been separately disclosed for the year,
in the aggregate and

For each geographic area for which
reserve quantities are disclosed?
[FAS 69, par. 23 (AC Oi5.173)]

b)

E.

Disclosure of Results of Operations

1.

Have the results of operations for oil and
gas producing activities been disclosed
for the year:

a)

In the aggregate?

For each geographic area for which
reserve quantities are disclosed?
[FAS 69, par. 24 (AC Oi5.174)]

b)

2.

Have the following been presented, in
relation to the results of operations of
oil and gas producing activities:
a)

Revenues?

b)

Production (lifting) costs?

c)

Exploration expenses (for entities
utilizing the successful efforts
method of accounting)?

d)

Depreciation, depletion, amortization,
and valuation provisions?

e) Income tax expenses?
[FAS 69, par. 24 (AC Oi5.174)]

17

Yes

3.

Have sales to unaffiliated entities and
sales or transfers to the enterprise's
other operations been disclosed separately?
[FAS 69, par. 25 (AC Oi5.175)]

4.

Revenues disclosed shall include sales to
unaffiliated enterprises attributable to:

a)

Net working interests?

b)

Royalty interests?

c)

Oil payment interests?

Net profits interests of the reporting
enterprise?
[FAS 69, par. 25 (AC Oi5.175)]

d)

5.

Have sales and transfers to unconsolidated
affiliated persons and to other operations
(refineries, chemical plants, etc.) been
disclosed and accounted for at either:
a)

Estimated market prices, based on the
prices of comparable products using
posted field prices?
or

b)
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Amounts estimated to represent prices
equivalent to those that could be con
tained in an arm's-length market
environment?
[FAS 69, par. 25 (AC Oi5.175)]

6.

Have production and severance taxes been
included as part of production costs?
[FAS 69, par. 25 (AC Oi5.175)]

7.

Are income tax expenses computed using
the statutory tax rate, reflecting
permanent differences, tax credits and
allowances?
[FAS 69, par. 26 (AC Oi5.176)]

8.

Are general corporate overhead and interest
costs excluded from the computation of the

No

N/A

Yes

No

N/A

results of operations?
(Note: Certain operating overhead, as
distinct from general corporate overhead,
should not be excluded from the results of
operations calculation.) [FAS 69, par. 27
(AC Oi5.177)]

9. Do the results of operations include amounts
related to an enterprise's interests in oil
and gas reserves subject to purchase under
long-term supply, purchase, or similar agree
ments and contracts in which the enterprise
participates in the operation of the prop
erties on which the oil or gas is located or
otherwise serves as the producer of these
reserves?
[FAS 69, par. 28 (AC Oi5.178)]

10.

If the enterprise's financial statements
include investments accounted for by the
equity method, are the investees' results
of operations from oil and gas producing
activities:
a)

Excluded from the enterprise's results of
operations from oil and gas producing
activities?

b)

Separately disclosed for the investor's
share of such results, in the aggregate
and by each geographic area for which
reserve quantities are disclosed?
[FAS 69, par. 29 (AC Oi5.179)]
(See also B. 7(d) - Disclosure of Oil
and Gas Quantities)
Note - If oil and gas producing activi
ties represent substantially all of the
business activities of the reporting
enterprise and those oil and gas activi
ties are located substantially in one
geographic area, the information required
by the questions in this section need not
be disclosed if that information is pro
vided elsewhere in the financial state
ments .

If oil and gas producing activities
constitute a business segment, as
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Yes

defined by FAS 14, par. 19 (a) [AC
S20.406], and the business segment
activities are located substantially
in one geographic area, the results
of operations information required
by the questions in this section may
be included with segment information
disclosed elsewhere in the financial
report.
F.

Disclosure of Standardized Measure of Discounted
Future Net Cash Flows

1.

Has a standardized measure of discounted
future net cash flows relating to an
enterprise's interests in the following
been disclosed as of year end:

a)

Proved oil and gas reserves?

Oil and gas subject to purchase under
long-term supply, purchase, or similar
agreements and contracts in which the
enterprise participates in the opera
tion of the properties on which the oil
and gas is located or otherwise serves
as the producer of those reserves?
[FAS 69, par. 30 (AC Oi5.180)]

b)

2.

Has the following information been disclosed
in the aggregate and for each geographic area
for which reserve quantities are disclosed:
a)

Future cash inflows?

b)

Future development and production costs?

c)

Future income tax expenses?

d)

Future net cash flows?

e)

Discount?

f)

Standardized measure of discounted net
cash flows?
[FAS 69, par. 30 (AC Oi5.180)]

3.
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If a significant portion of the economic
interest in the consolidated standardized

No

N/A

Yes

No

N/A

measure of discounted future net cash flows
is attributable to a consolidated subsidiary
(or subsidiaries) in which there is signifi
cant minority interest, has that fact and
the approximate portion been disclosed?
[FAS 69, par. 31 (AC Oi5.181)]

4.

Has the enterprise's share of an (equity
method) investee's standardized measure of
discounted future net cash flows been sepa
rately disclosed for the year:

a)

In the aggregate?

By geographic area for which quantities
are disclosed?
[FAS 69, par. 32 (AC Oi5.182)]

b)

5.

Has the change in the standardized measure
of discounted future net cash flows been
disclosed in the aggregate for the year?
[FAS 69, par. 33 (AC Oi5.183)]

6.

If any of the following sources of change
in the standardized measure of discounted
future net cash flows is individually sig
nificant, they shall be presented separately
a)

Net change in sales and transfer prices?

b)

Net change in production (lifting)
costs related to future production?

c)

Changes in estimated future development
costs?

d)

Sales and transfers of oil and gas pro
duced during the period?

e)

Net change due to:

(1)

Extensions?

(2)

Discoveries?

(3)

Improved recovery?

(4)

Purchases and sales of mineralsin-place?

(5)

Revisions in quantity estimates?
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Yes

f)

Previously estimated development costs
incurred during the period?

g)

Accretion of discount?

h) Net change in income taxes?
[FAS 69, par. 3 (AC Oi5.18)]

G.

7.

Have all changes in the standardized measure
of discounted future net cash flows, except
income taxes, been presented as pretax?
[FAS 69, par. 33 (AC Oi5.183)]

8.

Any additional information necessary to pre
vent the disclosure of the standardized
measure of discounted future net cash flows,
and the related changes therein, from being
misleading shall be disclosed?
[FAS 69, par. 34 (AC Oi5.184)]

Disclosure of Current Cost Information (Voluntary)

Note: The following disclosures were required of
current cost information by FAS 69, pars. 35-36.
FAS 89 supersedes FAS 69, pars. 35-38 and makes the
supplementary disclosure of current cost/constant
purchasing power information voluntary for finan
cial reports issued after December 31, 1986.
[FAS 89]
1.

If the entity has significant holdings of in
ventory, and property, plant, and equipment,
apart from oil and gas producing activities
and other specialized assets, has supplemen
tary information been presented on the current
cost basis?

2.

When information is presented on a current
cost basis, has the enterprise disclosed the
measurement of:

a)

Oil and gas mineral resource assets and
related expenses at either:

(1)

b)
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Historical cost/constant dollar
amounts or current cost or lower
recoverable amounts?

Mining mineral resource assets and re
lated expenses at their current cost or
lower recoverable amounts?

NO

N/A

IV. Illustrative Financial Statements
The following consolidated financial statements, notes thereto, and supplementary information illustrate both
the "successful efforts" method of accounting and "full cost" method of accounting for a one year period.

XYZ OIL COMPANY
Consolidated Balance Sheet
December 31,19X8
Assets
Current assets
Cash
Receivables
Trade
Affiliated partnerships
Materials and supplies (a)
Oil and gas leases held for resale (b)

Successful
Efforts

Full
Cost

$ 1,200

$ 1,200

3,000
1,500
500
800

3,000
1,500
500

7,000

6,200

Total current assets

Oil and gas properties, using successful efforts/full cost accounting
Proved properties
Unproved properties
Wells and related equipment and facilities
Support equipment and facilities
Drilling in progress
Materials and supplies (a)
Properties being amortized
Less accumulated depreciation, depletion, amortization,
and impairment

9,500
6,000
4,000
1,000
4,000
500

25,000
4,800

40,800
9,500
50,300
10,700

20,200

39,600

700
1,500
600
2,800

700

Net oil and gas properties
Other assets
Other property and equipment, less accumulated depreciation of $300
Oil and gas leases held for resale (b)
Other
Total other assets

Total Assets

Liabilities and Shareholders' Equity
Current liabilities
Current portion of long-term debt
Accounts payable
Trade
Revenue distribution
Drilling advances
Accrued expenses
Income taxes payable
Total current liabilities
Long-term debt
Deferred income taxes
Deferred credit
Commitments and contingencies
Shareholders' equity
Common stock, par value $1 per share; 10,000 shares authorized;
1,000 shares outstanding
Additional paid-in capital
Retained earnings
Total shareholders' equity
Total liabilities and shareholders' equity

$30,000

$

700

600
1,300
$47,100

$

700

3,850
800
900
600
250
7,100
7,700
2,500
1,400

3,850
800
900
600
250
7,100
7,700
6,500

1,000
2,000
8,300
11,300
$30,000

1,000
2,000
22,800
25,800
$47,100

The accompanying footnotes are an integral part of the consolidated financial statements.
(a) Tubular goods inventories, as well as inventories of other oil field materials and supplies, may be classified as current assets or as oil and
gas properties, depending on the intended use of the material.
(b) Oil and gas leases held for resale may be classified as current assets or as noncurrent assets. The criteria for classification of these leases are
the same as for any other asset (for example, whether the leases will be sold for cash or contributed as an investment in an oil and gas limited
partnership).
Note: Extracted from the AICPA Audit and Accounting Guide—Audits of Entities with Oil and Gas Producing Activities.
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XYZ OIL COMPANY
Consolidated Statement of Income
For the Year Ended December 31,19X8
Successful
Efforts

Full
Cost

$14,000
100
400
2,000
400

$14,000

16,900

14,400

1,000
1,000
5,000
1,500
1,500
1,900

1,000
1,000

2,500
1,700
1,900

11,900

8,100

Income before provision for income taxes

5,000

6,300

Provision for income taxes
Current

1,300

1,300

Revenues
Oil and gas sales
Management fees, net of related expenses of $200
Gain on sale of oil and gas leases
Gain on sale of oil and gas properties
Other
Total revenues

Expenses
Lease operating
Production and windfall profit tax
Exploration
Depreciation, depletion, and amortization(a)
Interest
General and administrative
Total expenses

Deferred
Total income taxes
Net income

400

450

1,050

1,750

2,350

$ 3,250

$ 3,950

The accompanying footnotes are an integral part of the consolidated financial statements.

(a) If a write-down of oil and gas properties was recorded as a result of impairment or a capitalized cost ceiling limitation, the write-down may
be reported as a separate expense item or included with depreciation, depletion, and amortization expense and separately disclosed.

Note: Extracted from the AICPA Audit and Accounting Guide—Audits of Entities with Oil and Gas Producing Activities.
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XYZ OIL COMPANY
Consolidated Statement of Cash Flows (Indirect Method)
For the Year Ended December 31,19X8
Increase (Decrease) in Cash and Cash Equivalents

Cash flows from operating activities:
Cash received
Cash paid to suppliers and employees
Interest paid (net of $800 and $600 interest capitalized)
Income taxes paid
Net cash provided by operating activities

Successful
Efforts
Method

Full
Cost
Method

$16,000
(10,550)
(700)
(1,150)

$15,900
(5,550)
(1,100)
(1,150)

3,600

8,100

Cash flows from investing activities:
Proceeds from sale of oil and gas properties
Purchase of oil and gas leases held for resale
Capital expenditures for property and equipment

(5,600)
500
8,600

(6,600)

14,600

Net cash used for investing activities

(3,500)

(8,000)

Cash flows from financing activities:
Proceeds from additions to long-term debt
Payments to reduce long-term debt

4,300
(4,000)

4,300
(4,000)

Net cash provided by financing activities

300

300

Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of year

400
800

400
800

$ 1,200

$ 1,200

Cash and cash equivalents at end of year

RECONCILIATION OF NET INCOME TO NET CASH PROVIDED BY OPERATING ACTIVITIES:
Net income
$ 3,250
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation, depletion, and amortization
1,500
Gain on sale of oil and gas properties
(2,000)
Deferred income taxes
450
Increase in receivables
(1,500)
Decrease in materials and supplies
150
Increase in oil and gas leases held for resale
(200)
Increase in current portion of long-term debt
200
Increase in accounts payable
1,250
Increase in drilling advances
200
Increase in accrued expenses
150
Increase in income taxes payable
150
Total adjustments

Net cash provided by operating activities

$ 3,950

2,500
1,050
(1,500)
150

200
1,250
200
150
150

350

4,150

$ 3,600

$ 8,100
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Note: This schedule is not required for presentation in the consolidated financial statements and is included for
illustrative purposes only.

XYZ OIL COMPANY
Supporting Schedules for Statement of Cash Flows
For the Year Ended December 31,19X8

Cash received:
Revenues
Increase in receivables
Sales of interests in oil and gas properties and leases

Cash paid:
General and administrative
Exploration
Lease operations
Production
Decrease in inventory
Increase current portion of long-term debt
Increase in accounts payable
Increase in accrued expenses
Increase in drilling advances

Income taxes paid:
Provision
Increase in taxes payable
Increase in deferred taxes
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Successful
Efforts
Method

Full
Cost
Method

$16,900
1,500
(2,400)

$14,400
1,500

$16,000

$15,900

$ 1,900
5,000
1,000
1,000
(150)
200
1,250
150
200

$ 1,900

$10,550

$ 5,550

$ 1,750
(150)
(450)

$ 2,350
(150)
(1,050)

$ 1,150

$ 1,150

1,000
1,000
(150)
200
1,250
150
200

XYZ OIL COMPANY
Notes to Consolidated Financial Statements
Year Ended December 31,19X8
1. Summary of Significant Accounting Policies

Principles of consolidation
The consolidated financial statements include the accounts of XYZ Oil Company, its wholly owned subsidiaries,
and its proportionate share of the assets, liabilities, revenues, and expenses of all affiliated oil and gas partner
ships for which the Company is the general partner. All significant intercompany accounts and transactions
have been eliminated in consolidation.
Materials and supplies

Inventories, consisting primarily of tubular goods and oil field materials and supplies, are stated at the lower
cost or market, cost being determined by the average cost method.

Method of accounting for oil and gas properties
(a)Successful efforts method
The Company uses the successful efforts method of accounting for oil and gas producing activities, as set forth
in the Statement of Financial Accounting Standards No. 19, as amended, issued by the Financial Accounting
Standards Board. Costs to acquire mineral interests in oil and gas properties, to drill and equip exploratory wells
that find proved reserves, and to drill and equip development wells are capitalized. Costs to drill exploratory wells
that do not find proved reserves, and costs of carrying and retaining unproved properties are expensed as
incurred.

Unproved oil and gas properties that are individually significant are periodically assessed for impairment of
value, and a loss is recognized at the time of impairment by providing a valuation allowance. Other unproved
properties are amortized based on the Company's experience of successful drilling and average holding period.
Capitalized costs of producing oil and gas properties, after considering estimated dismantlement and abandon
ment costs and estimated salvage values, are depreciated and depleted by the unit-of-production method.(a)
Support equipment and other property and equipment are carried at cost and depreciated over their estimated
useful lives.

On sale or retirement of a complete unit of a proved property, the cost and related accumulated depreciation,
depletion, and amortization are eliminated from the property accounts, and the resultant gain or loss is recog
nized. On retirement or sale of a partial unit of proved property, the cost is charged to accumulated depreciation,
depletion, and amortization with a resulting gain or loss recognized in income.
On sale of an entire interest in an unproved property for cash or cash equivalent, gain or loss on the sale is recog
nized, taking into consideration the amount of any recorded impairment if the property had been assessed
individually. If a partial interest in an unproved property is sold, the amount received is treated as a reduction
of the cost of the interest retained.

(b)Pull cost method
The Company follows the full cost method of accounting for oil and gas properties. Accordingly, all costs
associated with acquisition, exploration, and development of oil and gas reserves, including directly related
overhead costs, are capitalized.

(a) Some companies record the additional depreciation, depletion, and amortization (DD&A) allowance (resulting from inclusion of these
estimated costs in the DD&A calculation) as an accrued liability on the balance sheet, rather than as an increase in accumulated DD&A.
(b) In some cases it may be more appropriate to depreciate natural gas cycling and processing plants by the unit-of-production method;
therefore, the costs of such plants may be included in the full cost pool.
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All capitalized costs of oil and gas properties, including the estimated future costs to develop proved reserves,
are amortized on the unit-of-production method using estimates of proved reserves.(c) Investments in
unproved properties and major development projects are not amortized until proved reserves associated with
the projects can be determined or until impairment occurs. If the results of an assessment indicate that the
properties are impaired, the amount of the impairment is added to the capitalized costs to be amortized.

In addition, the capitalized costs are subject to a "ceiling test,'' which basically limits such costs to the aggregate
of the “estimated present value," discounted at a 10-percent interest rate of future net revenues from proved
reserves, based on current economic and operating conditions, plus the lower of cost or fair market value of
unproved properties.
Sales of proved and unproved properties are accounted for as adjustments of capitalized costs with no gain or
loss recognized, unless such adjustments would significantly alter the relationship between capitalized costs
and proved reserves of oil and gas, in which case the gain or loss is recognized in income. Abandonments of
properties are accounted for as adjustments of capitalized costs with no loss recognized.
Oil and gas leases held for resale (Successful efforts method)

The Company has acquired certain oil and gas leases for the purpose of contributing the leases to affiliated oil
and gas partnerships or for the purpose of selling the leases to industry partners for cash consideration. Such
leases held for resale are periodically reviewed to determine if they have been impaired. If impairment exists,
a loss is recognized by providing an impairment allowance. Abandonments of oil and gas leases held for resale
are charged to expense. With respect to leases transferred to affiliated oil and gas partnerships, the determina
tion of recovery of total costs is made on a partnership-by-partnership basis.
Capitalized interest
(a)Successful efforts method
The Company capitalizes interest ($800 in 19X2) on expenditures for significant exploration and development
projects while activities are in progress to bring the assets to their intended use.
(b)Full cost method

The Company capitalizes interest ($600 in 19X2) on expenditures made in connection with exploration and
development projects that are not subject to current amortization. Interest is capitalized only for the period that
activities are in progress to bring these projects to their intended use.
Management fees
(a)Successful efforts method

In connection with the sponsorship of oil and gas partnerships, the Company receives a management fee of 3
percent from partnership subscriptions, which is credited to income as earned.
(b)Full cost method

In connection with the sponsorship of oil and gas partnerships, the Company receives a management fee of 3
percent from partnership subscriptions. Any excess of this management fee over the related costs of registration
and sale of the partnership interests is credited to oil and gas properties as a component of the full cost pool.

Changes in presentation
In 1987, the Company replaced the Consolidated Statements of Changes in Financial Position with a Consoli
dated Statement of Cash Flows pursuant to SFAS No. 95, "Statement of Cash Flows."
Income taxes

Deferred income taxes are provided to reflect the tax effect of timing differences between financial and tax
reporting. These differences relate to different methods of accounting for intangible development costs,
depreciation, revenue on wells in progress, interest income and accrued oil and gas revenues and expenses.

(c) It is also acceptable, if economic circumstances (related to the effects of regulated prices) indicate, to use units of revenue as a basis for
computing amortization.
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2. Affiliated Oil and Gas Partnerships
The Company generally acquires, explores, and operates oil and gas properties for its own account; however,
since 19X0 the Company has sponsored the formation of limited partnerships for the purpose of conducting oil
and gas exploration, development, and production activities on certain oil and gas properties. The Company
serves as general partner for these partnerships and, as such, has full and exclusive discretion in the management
and control of the partnerships. The partnership agreements generally provide that the limited partners pay 99
percent of the cost of acquiring and operating the partnership properties, and of drilling, equipping, completing,
and operating the partnership properties while the Company pays the remaining 1 percent of such costs.
Revenues from partnership oil and gas properties are allocated 99 percent to the limited partners and 1 percent
to the Company, until such time as the limited partners have recovered their investment in the partnership.
Thereafter, partnership revenues are allocated 85 percent to the limited partners and 15 percent to the Company.
The Company is periodically reimbursed by the partnerships for certain overhead costs incurred on their behalf.
In 19X8 these reimbursements totalled $750 and are reflected as a reduction in general and administrative
expense in the accompanying consolidated financial statements.(d)
3. Sale of Interests in Oil and Gas Properties

(Successful efforts method)

In 19X8, the Company completed the sale of the following oil and gas properties, which were not carried as oil
and gas leases held for resale.
In February 19X8, the Company sold its entire interest in the ABC field, a proved property, for $3,000. The Com
pany recorded a gain from this transaction of $2,000.

In July 19X8, the Company sold a partial interest in the DEF prospect, a block of unproved acreage, for $1,600.
The Company's cost in the prospect totalled $200; however, since the Company anticipates incurring over
$2,000 in exploration and development costs relating to the interest retained in the prospect, the Company has
recorded a deferred credit of $1,400. As exploration and development costs are incurred on this prospect, they
will be charged against the deferred credit.
In December 19X8, the Company sold a partial interest in the GHI prospect, a block of unproved acreage for
$1,000. The net book value of these properties totalled $1,500 at the time of the sale; consequently, the entire
sales proceeds have been recorded as a reduction of the Company's cost of the properties in the GHI area.
(Full cost method)

In 19X8, the Company completed the sale of the following oil and gas properties.

In February 19X8, the Company sold its entire interest in the ABC field, a proved property, for $3,000. Since the
sale of this property did not significantly alter the relationship between capitalized costs and oil and gas
reserves, the entire proceeds were credited to the full cost pool.
In July 19X8, the Company sold a partial interest in the DEF prospect, an unproved property, for $1,600, which
was credited to the full cost pool.
In December 19X8, the Company sold a partial interest in the GHI prospect, an unproved property, for $1,000,
which was credited to the full cost pool.
During 19X8, the Company sold several unproved leases for $1,000, which was credited to the full cost pool.
4. Oil and Gas Properties Not Subject to Amortization

(Full cost method)

The Company is currently participating in oil and gas exploration and development activities on an offshore
block of acreage in the Gulf of Mexico. At December 31,19X8, a determination cannot be made about the extent
of additional oil reserves that should be classified as proved reserves as a result of this project. Consequently,

(d) It is acceptable to record these reimbursements as revenues.
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the associated property costs and exploration costs have been excluded in computing amortization of the full
cost pool. The Company will begin to amortize these costs when the project is evaluated, which is currently esti
mated to be 19X9. In addition, the cost of certain oil and gas leases which the Company has acquired for the pur
pose of contributing to affiliated oil and gas partnerships or of selling to third parties has been excluded in
computing amortization of the full cost pool.

Costs excluded from amortization consist of the following at December 31, 19X8.
Year
Incurred

Acquisition
Costs

Exploration
Costs

Development
Costs

Capitalized
Interest

Total

19X7
19X8

$2,600
1,500

$ 500
3,200

$400
500

$200
600

$3,700
5,800

Total

$4,100

$3,700

$900

$800

$9,500

5. Long-Term Debt
At December 31,19X8, long-term debt and production payments consist of the following items.
Revolving credit agreement
Production payment

Less amounts due in one year

Long-term debt

$7,200
1,200

8,400
700
$7,700

In 19X8, the Company renegotiated its $25,000 revolving credit agreement with a group of banks. Indebtedness
under the agreement bears interest at 5 percent above a bank's prime lending rate (12 percent at December 31,
19X8) and is repayable in quarterly installments of $350, beginning September 30, 19X9. This line of credit is
secured by certain producing oil and gas properties located in Texas and New Mexico. At December 31,19X8,
the unused available line of credit was $17,800.
In November 19X8, the Company received a production payment of $1,200 relating to certain oil and gas proper
ties in Utah that are presently shut in. The Company is obligated to repay this advance plus interest at the rate
of 15 percent per annum from 80 percent of the revenues received through oil and gas production from these
properties.

The Company's aggregate long-term debt and production payments are estimated to be repayable annually in
the following schedule.
19X9
19Y1
19Y2
19Y3
19Y4
Thereafter

$1,200(e)
1,800
1,700
1,600
1,400
700

6. Drilling Advances
During 19X8 the Company received drilling advances from joint interest owners with a remaining balance of
$900 at December 31,19X8. These advances will be applied toward the payment of drilling costs to be incurred
in 19X9.

(e) For guidance on the balance sheet classification of maturities of nonrecourse production payments, see ARB. No. 43, chapter 3A, paragraph 8.

30

7. Income Taxes
Deferred federal income tax provisions result from timing differences in the recognition of revenue and expense
for tax and financial reporting purposes. These differences relate to different methods of accounting for intangi
ble development costs, depreciation, revenue on wells in progress, interest income and accrued oil and gas
revenues and expenses. The sources of these differences and the tax effect of each for the year ended December
31, 19X8, are calculated in the following manner.

Exploration and development costs capitalized for
financial purposes, expensed for tax purposes
Exploration costs capitalized for tax purposes,
expensed for financial purposes
Interest capitalized for financial purposes, expensed
for tax purposes
Gain recognized on sales of oil and gas properties
for tax purposes, not reported as a gain for
financial purposes
Excess amortization of oil and gas properties for
financial purposes over tax purposes

Successful
Efforts Method

Full
Cost Method

$1,750

$ 3,250

(300)

300

400

(700)

(1,350)

(700)

(1,150)

$ 1,050

$ 450

The provision for income taxes differs from the federal statutory tax rate (46 percent) because of the following.

Full
Cost Method

Successful
Efforts Method

Amount
Provision based on the statutory rate
Capital gains rates for sale of interest in properties
Excess statutory depletion
Investment tax credits
Minimum tax on tax preference depletion and
capital gains
State income tax
Others, net

$2,300
(500)
(200)
(400)

Provision for income taxes

$1,750

300
150
100

%
46%
(10)
(4)
(8)

6
3
35%

Amount
$2,900
(500)
(200)
(400)

300
150
100
$2,350

%
46%
(8)
(3)
(6)
5
2
1

37%

8. Commitments and Contingencies(f)

As general partner in certain oil and gas limited partnerships, the Company is contingently liable for the repay
ment of loans made to the partnerships. At December 31,19X8, the outstanding balance of these loans, which
are secured by the partnerships' oil and gas properties, is $5,000. The Company believes that the partnerships'
assets will be sufficient to satisfy these obligations without loss to the Company.

The Company is committed to purchase up to $1,000 in limited partnership interests of a certain oil and gas
limited partnership, if tendered by the limited partners. During 19X8 no such interests were tendered and no
purchases were made.
Note: Extracted from AICPA Audit Guide—Audits of Entities with Oil and Gas Producing Activities.
(f) If the Company has any unusually significant commitments for exploration and development costs, those commitments should be
disclosed in the footnotes.

31

XYZ OIL COMPANY
Illustrative Supplemental Information
Regarding Oil and Gas Producing Activities
Year Ended December 31,19X8
Note: The following supplementary oil and gas information is unaudited and is provided in accordance with SFAS
No. 69, "Disclosures about Oil and Gas Producing Activities" as required by publicly traded enterprises with sig
nificant oil and gas activities.
If XYZ Oil Company had an investment in an enterprise that was accounted for on the equity method, the Com
pany's share of the investee's net capitalized costs, costs incurred, results of operations for producing activities,
reserve quantities, and standardized measure of discounted future net cash flows would be required to be dis
closed separately.
These disclosures are presented assuming that XYZ Oil Company has operations in only one reportable geo
graphic area. If operations are conducted in two or more reportable geographic areas, this information would be
required to be reported in total and by geographic area.

1) Capitalized Costs Relating to Oil and Gas
Producing Activities at December 31,19X8
Unproved oil and gas properties
Proved oil and gas properties
Support equipment and facilities

Successful
Efforts

Full
Cost

$10,000
14,000
1,000

$16,300
33,000
1,000

25,000

50,300

Less accumulated depreciation, depletion,
amortization, and impairment
Net capitalized costs

4,800

10,700

$20,200

$39,600

$

$

2) Costs Incurred in Oil and Gas Producing
Activities for the Year Ended December 31, 19X8

Property acquisition costs
Proved
Unproved
Exploration costs
Development costs

600
1,500
5,000
1,500

Amortization rate per equivalent barrel of production

600
3,700
7,800
2,500
3.13

3) Results of Operations for Oil and Gas Producing
Activities for the Year Ended December 31, 19X8
Oil and gas sales
Gain on sale of oil and gas properties
Gain on sale of oil and gas leases
Production costs
Exploration expenses
Depreciation, depletion, and amortization
Income tax expense

Results of operations for oil and gas producing
activities (excluding corporate overhead and
financing costs)
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$14,000
2,000
400
(2,000)
(5,000)
(1,400)
8,000
(2,880)

$ 5,120

$14,000

(2,000)
(2,400)

9,600
(3,820)

$ 5,780

4) Reserve Information

The following estimates of proved and unproved developed reserve quantities and related standardized
measure of discounted net cash flow are estimates only, and do not purport to reflect realizable values or
fair market values of the Company's reserves. The Company emphasizes that reserve estimates are inher
ently imprecise and that estimates of new discoveries are more imprecise than those of currently producing
oil and gas properties. Accordingly, these estimates are expected to change as future information becomes
available. All of the Company's reserves are located in the United States.

Proved reserves are estimated reserves of crude oil (including condensate and natural gas liquids) and natu
ral gas that geological and engineering data demonstrate with reasonable certainty to be recoverable in
future years from known reservoirs under existing economic and operating conditions. Proved developed
reserves are those expected to be recovered through existing wells, equipment, and operating methods.

5) Standardized Measure of Discounted Future Net Cash Flows

PROVED DEVELOPED AND UNDEVELOPED RESERVES
Beginning of year
Revisions of previous estimates
Improved recovery
Purchases of minerals in place
Extensions and discoveries
Production
Sales of minerals in place
End of year

PROVED DEVELOPED RESERVES
Beginning of year
End of year

Oil
(Bbls)

Gas
(Mcf)

5,000
(100)
100
80
2,500
(325)
(375)

20,000
(2,000)

6,800

18,900

4,500
6,200

13,000
16,000

2,300
(1,400)

The standardized measure of discounted future net cash flows is computed by applying year-end prices of
oil and gas (with consideration of price changes only to the extent provided by contractual arrangements) to
the estimated future production of proved oil and gas reserves, less estimated future expenditures (based
on year-end costs) to be incurred in developing and producing the proved reserves, less estimated future
income tax expenses (based on year-end statutory tax rates, with consideration of future tax rates already
legislated) to be incurred on pretax net cash flows less tax basis of the properties and available credits, and
assuming continuation of existing economic conditions. The estimated future net cash flows are then dis
counted using a rate of 10 percent a year to reflect the estimated timing of the future cash flows.
STANDARDIZED MEASURE OF DISCOUNTED FUTURE

NET CASH FLOWS AT DECEMBER 31, 19X8
Future cash inflows
Future production costs
Future development costs
Future income tax expenses

$210,000
(40,000)
(10,000)
(70,000)
90,000

Future net cash flows
10% annual discount for estimated timing of
cash flows
Standardized measure of discounted future net cash
flows relating to proved oil and gas reserves

(12,000)
$ 78,000
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The following reconciles the change in the standardized measure of discounted future net cash flow during 19X8.
Beginning of year
Sales of oil and gas produced, net of production costs
Net changes in prices and production costs
Extensions, discoveries, and improved
recovery, less related costs

Development costs incurred during the year
which were previously estimated

Net change in estimated future
development costs

29,000

2,500

2,000

Revisions of previous quantity estimates

(4,000)

Net change from purchases and sales
of minerals in place

(5,500)

Accretion of discount

7,000

Net change in income taxes

(3,000)

Other

(1,000)

End of year
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$ 66,000
(12,000)
(3,000)

$ 78,000
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